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The Bank is not necessarily in agreement with the 
views expressed in articles appearing in this Review. 
They are published in order to stimulate free discussion 
and full inquiry. 





Treasury Bills and the 


Money Supply 


HILE the Radcliffe Report has started some new con- 
Wroversies we can be thankful that it has settled some 

old ones. In particular, it should finally have disposed 
of one notion that has done perhaps more than any other to 
confuse monetary discussion. This is the concept, given an 
extra thirty years’ lease of life by the Macmillan Report, that 
the effective basis of credit resides in the cash reserves of the 
banks, with its implication that bank deposits may be expected 
to rise by a large multiple of any addition to those reserves. The 
multiple would be the reciprocal of the cash ratio. Since the 
banks now work to an 8 per cent. ratio, the Macmillan concept, 
if it had any validity, would mean that an increase of £10 
millions in bank cash would set in train an expansion of no less 
than £125 millions in deposits. 


The conditions in which the Macmillan model came 
closest to being a description of reality were those prevailing 
before the 1914--1918 war. Any government borrowing through 
the system would take the form of Ways and Means borrowing 
from the Bank of England, increasing the banks’ cash reserves. 
The other assets the banks could acquire on the basis of an 
enlarged cash holding consisted, by and large, of private 
obligations. It was relatively unimportant whether accommo- 
dation extended to the banks’ private customers took the form 
of an overdraft or the discounting of a bill. Loans and discounts 
were in fact often lumped together in the banks’ balance sheets; 
there was not the sharp distinction which now exists between 
call money and discounts, as “‘liquid assets”, and advances. To 
be sure, the calling in of loans from the money market would 
enable the banks temporarily to supplement their cash reserves 
by driving the market “into the Bank”. But so long as the 
collateral for special accommodation to the discount market 
consisted of commercial paper, the Bank was in a position to 
ensure that such borrowings remained outstanding for only a 
short period. For this there were two reasons: (1) as the pledged 
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bills reached maturity, the funds to meet them had to be found 
by customers of the commercial banks, and (2) a rise in Bank 
Rate would reduce the supply of such paper coming to the 
London market for discount. 


Even before 1914, of course, there was one important bank 
asset that did not represent a private obligation, namely 
investments, which have always consisted predominantly of 
government securities. But it is only on the actual maturity of 
a bond that investments (in the absence of a cheap money 
policy) can be converted into additional cash for the system as 
a whole. Prior to 1945, moreover, national debt was created 
almost entirely to pay for wars, budgets in peace-time being 
balanced. In the Macmillan exposition, it is tacitly assumed 
that there is no question of continuous government borrowing; 
the national debt is represented by a fixed quantity of securities 
issued at some time in the past and normally held entirely by 
the public. 'f the banks became exceptionally liquid they would 
purchase bunds from the public, crediting the accounts of the 
sellers, and in due course, as loans expanded, would sell the 
securities back to the public again. On this assumption that the 
government in peace-time had no concern with any source of 
funds other than revenue or Ways and Means borrowing, the 
Macmillan model was not too far divorced from the facts of 
real life, even if some part of any expansion in deposits was in 
fact likely to have its counterpart in a permanent addition to 
the investment portfolio. 


* od * 


But 1914 is a long time ago. One of the most usc‘ul features 
of the Radcliffe Report is that it makes it quite clear that this 
conception of control of the banking system through the supply 
of cash to the banks has no relevance to present-day conditions. 
The basic reason for this change is, of course, the rise of the 
Treasury bill. As the Report points out (para. 376) ‘“‘the 
effective base of bank credit has become the liquid assets (based 
on the availability of Treasury Bills) instead of the supply of 
cash.” Hence, (para. 583) “the supply of Treasury Bills and 
not the supply of cash has come to be the effective regulatory 
base of the domestic banking system.” 

Now, the rise to importance of the Treasury bill took 
place during the 1914-1918 war. In every year from 1919 to 1930, 
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as is shown by the statistical tables of the Macmillan Report, 
the proportion of Treasury bills in the discount portfolios 
of the clearing banks averaged more than 40 per cent. and 
at times exceeded 60 per cent.! This means that the Macmillan 
Committee’s exposition of the working of the system, with cash 
as the governing factor, had already ceased to bear any close 
relation to the facts some years before the Report was compiled. 
The revolutionary significance of the Treasury bill, so far as the 
working of the credit mechanism is concerned, was not per- 
ceived by the signatories to the Report. It was, however, 
perceived very clearly by the one member of the Committee who 
refused to sign the Report (on the very reasonable ground that 
he disagreed with most of its conclusions), namely the late Lord 
Bradbury. In a passage in his Memorandum of Dissent which 
anticipates a great deal of more recent thinking he says: 


When the holdings of the market were mainly commercial bills 
drawn on Lendon on foreign account, a rise in bank rate diminished 
the supply of these bills. Now that the market holdings are largely 
Treasury bills and other Government “‘floaters’’, a restriction in the 
volume of bankers’ cash, followed by a reduction of their market 
money, merely drives the market “into the Bank,” i.e., forces the Bank 
of England to recreate the credit it has previously withdrawn... 


The central bank can be forced to recreate credit because 
when Treasury bills mature the funds for their repayment have 
to be found by the Exchequer, which is a customer of the Bank 
of England itself, and because there is no automatic connection 
between the level of Bank Rate and the supply of market 
Treasury bills, which depends upon decisions taken by the 
Treasury in the handling of the government’s finances.? 

The position is only superficially complicated by a unique 
feature of our banking system: the fact that the commercial 
banks have no rediscount facilities with the central bank and 
rely upon their call loans to the discount market as a first-line 
reinforcement of the cash reserves. If call money is to be the 
equivalent of cash, it follows that the discount market must 
never be refused accommodation ; the only weapon the Bank 
of England commands is to make such special facilities expensive. 
But the use of this particular machinery is not responsible for 





1 The Radcliffe Report thus slips up in stating (para. 584) that thirty years ago “the 
Treasury Bill constituted only a small part of the total supply of bills.” 


2 The process by which open-market operations on the part of the Bank of England 
may be stultified so long as the total liquid assets of the banks are sufficient to support the 
existing volume of deposits was traced in detail in ““The Floating Debt Problem,” Lloyds 
Bank Review, April, 1956. 
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the shift from a cash basis of credit to a liquid assets basis; that 
results from the intrinsic characteristics of the Treasury bill. If 
there were no discount market, if the banks’ liquid assets con- 
sisted entirely of cash and Treasury bills, the central bank would 
still not be in a position permanently to restrict the supply of 
bank cash by open-market operations. Over a relatively short 
period the banks could always adjust their cash positions by 
allowing their Treasury bill holdings to run down. It would 
take a little longer to push excessive bills back into the Bank 
than the alternative method of calling in money from the 
market; but that is all. As the Radcliffe Committee point out 
(para. 376), if the banks’ “deposits rise (as they can if the liquid 
assets ratio is above the required minimum), the banks can 
obtain extra cash required to maintain the agreed 8 per cent. 
by holding less ‘Treasury Bills (or lending less to the discount 
market so that market holdings of Bills are reduced)”. Funda- 
mentally, it is because the government must always be accom- 
modated, not because the discount market must never be 
refused, that the central bank’s hands are tied. 

While the Committee are thus quite explicit about this 
inter-changeability of Treasury bills and cash, it is difficult to 
accept the explanation they advance of this fact. It is attributed 
(para. 376) to the desire of the Bank of England for reasonable 
stability in the Treasury bill rate. Since Treasury bills can 
always be turned into cash without much disturbance of the 
market rate of discount on them, they argue, “‘it follows that 
the Bank cannot restrain the lending operations! of the clearing 
banks by limiting the creation of cash without losing its assur- 
ance of stability of the rate on Treasury Bills. It is because of 
this circumstance that the effective base of bank credit has 
become the liquid assets (based on the availability of Treasury 
Bills) instead of the supply of cash.” 

The clear implication is that if only the Bank of England 
were prepared to raise Bank Rate drastically it would be able 
to prevent the exchange of Treasury bills for cash. But if that 
were so it follows that cash would have remained the true basis 
of credit. The real reason why Treasury bills have become 
convertible into cash, regardless of the policies of the central 
bank, is, surely, precisely the opposite of that advanced by the 





1 Elsewhere the Committee say (para. 429) that the authorities have given high priority 
to reduction of the floating debt because this “‘should (sooner or later) force a reduction in 
the total of bank deposits [our italics,] or at least prevent its growth.” 
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Committee: it is because even very drastic increases in rates 
(and during the ’fifties Bank Rate has, after all, ranged between 
2 per cent. and 7 per cent.) will not necessarily induce any 
contraction in the supply of market bills. 


* * * 


The advent of the Treasury bill profoundly changes both 
the arithmetic and the character of the so-called pyramiding 
process. 

Government borrowing through the banking system is in 
fact a continuous succession of small adjustments but may still 
be conceived as taking the form, in the first instance, of Ways 
and Means borrowing, with an increase in bank cash reserves. 
If now the banks set about adding to their other assets, however, 
these will include a considerable proportion of government 
paper; and the banks’ purchases of this will enable the authori- 
ties to reverse a substantial amount of the initial increase in 
cash reserves. Supposing that, as a result of Ways and Means 
borrowing of £100 millions, bank deposits and cash reserves 
each rise by that amount. Only £8 millions of the additional 
resources need be retained permanently in the form of cash; 
since the banks work to a fixed 8 per cent. cash ratio, the 
remaining £92 millions can be used to acquire Treasury bills 
or call money based upon Treasury bills or bonds. 

If the increase of £100 millions in the liquid assets means 
that the liquidity ratio has become more than comfortable, 
the banks can also set about adding to their investments; but as 
these consist almost entirely of government securities, the benefit 
of these purchases too will accrue, (directly or indirectly) to 
the authorities, who can use the proceeds to syphon off part of 
the initial £92 millions increase in the money market assets.' 





1 It may be that securities acquired by the banks were formerly held by the public. 
Nevertheless, any increase in the amount of government paper in the system has to be 
regarded as an extension of credit to the authorities (just as an increase in cash holdings helps 
to finance the public sector, even if the cash is paid in by and to the credit of private customers). 
If bonds purchased by the banks are in fact acquired from private holders and the authorities 
remain passive then they will not directly be receiving any funds. At the same time, the bank 
buying will tend to raise gilt-edged prices and lower gilt-edged yields. It means that the 
authorities are placed in a position to sell an equivalent amount of bonds to the public 
without leaving gilt-edged yields any higher than they were at the outset. If they in fact do 
this, the security holdings of the public will show no change, and those of the banks will have 
increased by exactly the amount of the Departmental sales. From the analytical point of 
view, therefore, it is a matter of indifference whether the immediate sellers of bonds pur- 
chased by the banks are the public or the Departments. 
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In the end, or as the end-product of £100 millions of government 
borrowing spread over a period, cash will have risen by £8 
millions, the money market assets by perhaps £25 millions and 
investments, in that case, by £67 millions. For the time being, 
this may be the end of that particular chain of transactions, 
especially if advances are artificially restricted. It is in any case 
clear that any question of pyramiding arises only when the 
banks add to their advances or acquire other private obligations. 
And the extent of any pyramiding obviously depends on the 
proportions in which government paper and private paper 
respectively provide the counterpart of any increment of 
deposits. 

Given the 30 per cent. liquidity convention, it is obviously 
true, as the Radcliffe Committee point out (para. 143) that 
deposits cannot exceed 3§ times the amount of the liquid assets 
(and taking the year as a whole they are unlikely to exceed three 
times the average amount of the liquid assets). This must not 
be taken to mean, however, that the extension of £300 millions 
of credit to the public sector will permit the extension of any- 
thing up to £700 millions of credit to the private sector; for the 
authorities have the benefit not only of the banks’ acquisitions 
of cash and Treasury bills, but also of their acquisitions of 
government bonds. 

The concept of any stable pyramiding multiplier assumes 
a high degree of stability in the banks’ assets structure; for the 
distribution of additional assets between governmental and 
private paper may fluctuate very considerably if quite small 
changes are taking place in the assets structure as a whole. 
During the war period, from August, 1939, to August, 1945, 
deposits more than doubled, while advances fell by a quarter; 
the whole and more than the whole of the increase in deposits 
was represented by additional government paper in the system. 
By contrast, between August, 1958, and August, 1959—the 
twelve months following the lifting of the ‘“‘credit squeeze” — 
advances rose by £703 millions and bills other than Treasury 
bills by £31 millions, yet deposits rose by no more than £348 
millions: the amount of government paper in the system was 
being reduced by sales of investments to accommodate the 
expansion in advances. 

This is likely to be the position so long as the advances 
ratio is still abnormally low; thereafter, everything depends 
upon the level at which the ratio ultimately settles down. The 
Radcliffe Committee state (para. 139) that the banks “used to 
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reckon that 60 per cent. of total ‘deposits’, or even more, could 
comfortably be used in advances’’, with some implication that 
ratios of this kind might become normal in future. It is true 
that in the late ’twenties ratios in excess of 60 per cent. were in 
fact shown by individual banks (though the highest monthly 
average for the clearing banks collectively was 57-6 per cent. 
in March, 1930). At that time, however, bank capital and 
reserve ratios were very much higher than they have since 
become. If allowance is made also for items in course of collec- 
tion—which now average about 4} per cent. of gross deposits 
but find no place in the Committee’s hypothetical clearing 
bank figures (para. 143)—it seems most unlikely that we shall 
again see advances ratios in excess of 50 per cent. (unless, of 
course, the published figures of capital and reserves were 
greatly increased in relation to deposits). 

At first sight, it may appear that the difference between a 
possible 50 per cent. and a possible 60 per cent. ratio is of no 
great importance, but the sums involved are in fact considerable. 
In round figures, the clearing banks’ deposits in August, 1959, 
were just under £7,000 millions, their advances £2,700 millions 
and their investments £1,800 millions. Assuming that there 
were no further increases in deposits (which in fact have been 
rising steadily since the spring of 1956) a 60 per cent. advances 
ratio would imply an expansion of no less than £1,500 millions 
in advances and a reduction in the investment holdings to a 
mere £300 millions. With a 50 per cent. maximum for the 
advances ratio, the rise in advances would be limited to £800 
millions and would leave the banks with investment holdings 
of £1,000 millions, equivalent to about 14 per cent. of deposits. 
And, of course, with a 60 per cent. advances ratio the pyramiding 
multiplier would be 24, with a 50 per cent. ratio only 2. 


Under modern conditions, the only method of restricting 
bank deposits which does not involve arbitrary intervention is 
to ensure that the liquid assets of the banks are not excessive. 
Cash is, of course, still one of the liquid assets; and once the 
liquidity ratio is at its effective minimum a reduction in total 
liquid assets which in the first instance took the form of a 
reduction in cash holdings would be just as effective a means of 
inducing a contraction in deposits as would be a fall in the 
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money market assets. There is still a disposition in some quarters 
to believe that limitation of the note issue could in fact once 
again be made the key to control of the monetary situation as 
a whole. Starting from a position in which the liquid assets as 
a whole were no more than adequate, it is suggested, a fixed 
statutory limit to the note issue would mean that any increase 
in the currency circulation would correspondingly deplete the 
liquid assets of the banks and therefore the basis of bank 
deposits. 

A mechanism of this kind was, of course, operative in the 
nineteenth century. Since any increase in the fiduciary issue 
would then have indicated a state of crisis, limitation of the 
note issue was a strong deterrent on over-expansion of the 
Banking Department’s deposit liabilities. Even so, the system 
depended on the fact that a vigorous use of Bank Rate was in 
those days an effective means of defending the Reserve against 
withdrawals. Any attempt to reinstitute such a régime today 
would founder because that is no longer true. 

Let us suppose that, with a fixed limit to the note issue, the 
clearing banks’ deposits and their cash holdings were both 
reduced by £100 millions through a rise in the currency 
circulation. ‘The banks’ permanent cash requirements would 
have fallen only by £8 millions; they would expect to replenish 
their tills to the extent of the remaining £92 millions by drawing 
on their balances at the Bank of England. Now in recent years 
the Reserve has averaged some £36 millions and, with the 
growth of money incomes, the currency circulation has shown 
a continuous upward trend, rising in any year by twice or 
sometimes as much as three times the amount of the Reserve. 
It is clear that such a Reserve could be exhausted within a very 
few months; at which point the Bank would—unless the limit 
were raised—be unable to meet its remaining deposit liabilities, 
to say nothing of any additional demands that might result from 
the running down of Treasury bill holdings or the calling in of 
money from the discount market. 

Since that could not be allowed to happen, the limit on 
the note issue would in fact be raised. We should simply have 
returned to retrospective sanction of over-issue, in an atmos- 
phere of crisis, in place of the present sanction of over-issue as 
a matter of routine under the 1954 Act and its predecessors. 
Methods of regulating bank deposits must obviously be sought 
elsewhere. It is a mere acknowledgment of the realities of the 
situation, not an act of policy, that, as the Radcliffe Report 
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informs us (para. 430), “there has been no attempt in the post- 
war period to operate on the banking position by limiting the 
supply of cash: the banks have always been automatically 
provided with whatever was necessary to make their cash ratios 
fit the 8 per cent. rule imposed since 1946.” 


* * * 


There can be no question, then, of seeking to regulate the 
liquid assets of the banking system by restricting the supply of 
currency. It follows that policy must operate upon the money 
market assets: call money and discounts. Discounts consist 
predominantly of Treasury bills, which also provide the 
collateral for a large proportion of call money. Hence, the main 
object of policy is to ensure that the supply of Treasury bills 
available to the banking system is neither excessive nor in- 
adequate. It does not, of course, follow that a given change 
in the over-all supply of market bills will always be associated 
with a corresponding change in the banks’ liquid assets. ‘There 
is a certain flexibility in the relationship and we shall consider 
later whether this flexibility calls for any serious qualification 
of the proposition that, eathe pes the Treasury takes care of the 
Treasury bill issue, the liquid assets of the banks will take care 
of themselves. 

Meanwhile, anybody who doubts that the dominant in- 
fluence on the liquid assets of the banks is the supply of market 
Treasury bills has only to consult the diagrams on pages 10 and 
11. The first of these sets out in graphical form the information 
contained in Table 35 of the Radcliffe Report for the years 1953 
to 1958 inclusive. (Figures for 1951 and 1952 have been omitted 
because of the sweeping changes associated with the forced 
funding of Treasury bills at that time.) The diagram shows the 
distribution of the total supply of market bills—excluding those 
held by the Banking Department of the Bank of England— 
between three main categories: the relatively stable overseas 
official holdings; other non-bank holdings which have fluctuated 
sharply but erratically; and the holdings of the banks and 
discount market, with their pronounced seasonal fluctuation 
dominated by the peak inflow of revenue during the first three 
months of each year. 

Diagram 2 compares the bank and discount market 
holdings of Treasury bills with the level of clearing bank liquid 
assets. The close similarity both of trend and of seasonal pattern 
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is unmistakeable. A comparison of the liquid assets of the 
clearing banks with the over-all supply of market Treasury bills, 
as set out in Diagram 3, shows much the same picture. Finally, 
Diagram 4 (page 12) compares cumulative changes in the 
clearing banks’ liquid assets over this period with cumulative 
changes in the over-all supply of market Treasury bills. The 
similarity of trend and of seasonal variation is again striking. 

During the whole six-year period, the clearing bank and 
discount market share of the Treasury bill supply fluctuated 
between a high point of 61-3 per cent. (in September, 1953) 
and a low point of 42-7 per cent. (in March, 1955). In fourteen 
of the twenty-four quarters the ratio lay within 5 points either 
side of 53 per cent. ‘The relationship between bank and discount 
market Treasury bills and the liquid assets of the clearing banks 
(Diagram 2) shows a somewhat similar range of variation. In 
sixteen out of twenty-four quarters the proportion lay within 
5 points of 724 per cent., with a high of 83-4 per cent. (in 
September, 1953) and a low of 59-7 per cent. (in March, 1957). 

The results of variations under both these heads are 
reflected in Diagram 3. What it shows is that the relationship 
between the liquid assets of the clearing banks and the over-all 
supply of market bills during these years was actually somewhat 
more stable than either the banking share of the total Treasury 
bill supply or the Treasury bill component of the liquid assets. 
The extreme range of variation is from a peak of 78-6 per cent. 
in December, 1957 (when Bank Rate had been standing at 
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7 per cent. for some months) and a low point of 62-9 per cent. 
in March, 1955 (shortly after the change from an ineffective to 
an effective Bank Rate). In fifteen instances the ratio lies within 
3 points of 72 per cent. 

Even in this period, with its sterling crises and dramatic 
changes in Bank Rate, it seems a fair summary to say that 
the banking share of the Treasury bill supply was fairly stable, 
that Treasury bills formed a fairly stable component of the 
banks’ liquid assets and that the latter bore a fairly stable 
relationship to the over-all supply of Treasury bills. Taking 
the six-year period as a whole, a cumulative rise of £445 
millions in market Treasury bills was accompanied by a rise of 
only £166 millions in the liquid assets of the clearing banks, 
(Diagram 4). 

During the first three years (1953-1955) the growth of 
bank liquid assets lagged well behind the rise in the Treasury 
bill supply, and in 1958 the liquid assets declined in spite of an 
increase in the supply of market bills. It was only in the two 
intervening years, 1956 and 1957—admittedly two critical years 
for monetary control—that the pattern of movements was less 
favourable from the viewpoint of the authorities. A contraction 
in the Treasury bill supply was not accompanied by a similar 
movement in the banks’ liquid assets. Between December, 1955, 
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and December, 1957, the over-all supply of market bills fell by 
£175 millions. The liquid assets of the clearing banks rose by 
£193 millions, made up as follows: Treasury bills £132 millions, 
cash £36 millions, call money £19 millions and commercial bills 
£6 millions. 


* * * 


It will be seen that the divergence was due mainly to an 
increase in the banks’ cash and Treasury bills; changes in call 
money and in holdings of commercial bills were quite small. In 
other words, the much-discussed “‘loopholes”—the danger of the 
authorities’ grip on the situation being weakened by a growth 
of liquid assets other than Treasury bills—were relatively un- 
important. The only feature of the movements which might be 
thought to support such fears is the fact that the clearing banks’ 
call money was more than maintained over a period in which the 
discount market’s holdings of Treasury bills were on balance 
substantially reduced. 

We do not, of course, know to what extent this fall may 
have been offset by increased holdings of commercial bills. 
What is clear is that the figures do not substantiate the Radcliffe 
Committee’s suggestion (para. 175) that “‘the facility with which 
the banks could, at least in the middle 1950’s, dispose of their 
short bonds to the discount houses thus militated against the 
grip of the authorities on the liquidity position of the banks.” In 
principle, such a transfer from investments to call money, with 
a rise in the liquidity ratio, could take place if, at a time when 
the banks were heavy sellers of securities, the discount market 
happened to be the principal buyers. There is little evidence in 
the published figures that this has in fact been the case. During 
the first six months of 1955, the combined investments portfolio 
of the clearing banks was reduced by £254 millions. Do we find 
a roughly equivalent rise in call money over this period? We do 
not: we find a drop of £58 millions. Again, in the twelve months 
to August, 1959, a decline of £397 millions in bank investments 
was accompanied by a rise, on balance, of £35 millions in call 
money. In the two-year period 1956-57 that we have been 
examining the call money of the clearing banks rose, as we have 
seen, by £19 millions; but over that period the banks’ investment 
portfolios also rose on balance, while the bond portfolios of the 
three large houses which publish their figures on December 31 fell 
by £66 millions. In short, the evidence for any “scissors move- 
ment” between investments and call money is difficult to find. 
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It was clearly the rise in banking holdings of Treasury bills 
in 1956 and 1957, a period in which the total of market bills 
was falling, that was the really important reason for the diver- 
gence between the trends of the banks’ liquid assets and of the 
effective Treasury bill supply. What do these movements mean? 
They indicate that other holders at home and abroad were 
turning their Treasury bills into cash; and to finance the repay- 
ment of such holders the authorities were compelled, at least in 
part, to borrow against Treasury bills from the banking system. 
In the process the over-all supply of bills was reduced and yet 
the liquid assets of the banking system rose. But the liquidation 
of overseas holdings, the inability of the authorities to finance 
the repayment of non-bank holders by the issue of long-term 
securities, were merely different aspects of a disinclination to 
hold sterling claims. Such movements provide no reason for 
doubting that in the normal course a contraction in the Treasury 
bill issue as a deliberate act of policy would bring downward 
pressure to bear on the liquid assets of the banking system, and 
therefore on the supply of money. The special difficulties of the 
authorities in 1956 and 1957 arose predominantly from distrust 
of sterling, reflected in the difficulties of selling gilt-edged on a 
falling and at times almost demoralized market.! 


* * * 


One of the important lessons of recent experience, therefore, 
is to emphasize the difficulties that may confront the authorities 
in controlling the actual money supply if too much short-term 
government debt is scattered about the system and there is 
reluctance to exchange this for long-term holdings. Some 
illustrations of this are to be found in the quarterly figures of 
Exchequer financing now made available, thanks to the 
Radcliffe Committee, in the Monthly Digest and rearranged in 
Table I to avoid minus signs. The table covers the January— 
March revenue quarters of 1957, 1958 and 1959, with the two 





1 From the chart on p. 204 of the Radcliffe Report and the tables subsequently published 
in the Monthly Digest it is evident that the authorities sold some £1300 millions of gilt-edged 
during a 6} year period, (December, 1951, to September, 1958) in which prices declined on 
balance. Sales were, however, heavily concentrated on the earlier years in which prices were 
rising —about £1100 millions in the nine quarters to September, 1954. In the following eight 
quarters, with prices trending downwards, sales of around £300 millions were more than 
offset by repurchases exceeding £400 millions. With the recovery in the market towards the 
end of 1956, some £350 millions were sold in the last quarter of that year and the first quarter 
of 1957. During the remaining nine months of 1957 the authorities had to absorb some £250 


millions of stock, but sold rather more than this in the rising market of the first nine months 
of 1958. 
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intervening periods of nine months in which government 
expenditures were seasonally in excess of current receipts. 

Compare the movements in the first quarter of 1959 with 
those in the first quarter of 1957. It will be seen that in the 
later of these periods the over-all budgetary surplus was £147 
millions greater, the extra-budgetary surplus £29 millions 
greater and the influx of small savings £55 millions greater than 
in the earlier. On these grounds we might have expected the 
seasonal redemption of Treasury bills to be some £230 millions 
larger than in the corresponding quarter of 1957. In reality, it 
was nearly £100 millions less. One reason for this was the need 
to finance a somewhat larger increase in the exchange reserves. 
But overwhelmingly the most important reason was the fact 
that in the first quarter of 1957 the Departments managed to 
sell £225 millions of gilt-edged and in the first quarter of 1959 
supported the market to the tune of £60 sailliede-~t swing 
round of nearly £300 millions. 





TABLE I 





Jan/Mar | Apl/Dec | Jan/Mar | Apl/Dec | Jan/Mar 
1957 1957 1958 1958 1959 
£m. £m. £m. £m. £m. 





Items Requiring Finance 
Over-all deficit a — 894 923 
Increase in exchange reserves, 

etc. 
Withdrawal ‘of small savings 
Encashment of tax certificates .. 
Reduction in note issue 
Purchase or redemption of gilt- 
edged a 
Redemption of market T reasury 
bills aS ef 








Items providing Finance 
Over-all surplus 
Extra-budgetary surplus 
Fall in exchange reserves, etc. .. 
Increase in small savings 
Increase in tax certificates 
Increase in note issue 
Sale or issue of gilt-edged 
Increase in market Treasury bills 
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Similarly, one of the main reasons why the Treasury bill 
issue rose £200 millions more in April/December, 1957, than in 
the corresponding months of 1958 was the fact that in the earlier 
period the authorities purchased more than £250 millions of 
marketable gilt-edged. That, of course, is funding in reverse and 
it is clear that the ability to employ funding as a means of 
regulating the Treasury bill supply presupposes a normally 
healthy and receptive gilt-edged market. The danger is not an 
unreal one that demoralization of the gilt-edged market by 

ersistent inflation could lead to a vicious spiral, with complete 
~ of control over the supply of money unless unorthodox 
expedients were adopted. 

Even those who feel that the supply of money should remain 
the centre-piece of monetary policy can thus welcome whole- 
heartedly, from their somewhat different viewpoint, the 
Committee’s stress upon the importance of the over-all liquidity 
of the system. If there is too much floating debt and other short- 
term debt about, there will be a constant stream of claims 
becoming due for repayment in cash all the time; the authorities 
will have to run very hard even to remain where they are. In 
that sense, all can surely agree that the practical problem may 
indeed be one of lengthening the whole structure of the debt, 
reducing the amount of floating debt and the “over-all liquidity 
of the economy,” not simply one of dealing with the size of the 
money stock in isolation. 

On the other hand, it is difficult to conceive of any policy 
being really effective which affects merely the time-structure 
of the debt and leaves the actual supply of money unaffected. 
And indeed the Radcliffe Committee themselves make pre- 
cisely this point by implication when they say (para. 374): “If, 
for example, the Bank sells long-dated securities and buys 
Treasury Bills, the general rinciple that liquidity is reduced 
by lengthening the debt is greatly reinforced by the fact that 
the substitution has reduced the availability of that class—the 
Treasury Bills—which is so important to the liquidity o 
the banks. It is because this particular kind of redistribution 
is sO important in reducing the credit base of the private 
sector that it has attracted to itself the term ‘funding’ ”’. In 
other words, this is one sense, and perhaps the most impor- 


tant, in which monetary policy has become an aspect of debt 
management. 


November, 1959. W. M.D. 








The New Attack on 


Localized Unemployment 
by Alan T. Peacock and Douglas G. M. Dosser 


F we judge British economic policy over the last twenty years 
[ perey in terms of the objective of maintaining a high level 

of employment, and disregard the incidental inflation, then 
it has been singularly successful. ‘The numbers registered as 
unemployed, expressed as a percentage of the estimated total 
number of employees in Britain, has never exceeded 3 per 
cent. for over twenty years; even if we include Northern Ireland, 
where unemployment has been relatively heavy, the _per- 
centage never exceeds 3-5 per cent. While the unemployment 
rate has not, of course, been uniform, it has still (except in 
Northern Ireland) been remarkably low in every region when 
measured by reference to the view, held by Lord Beveridge 
and others in the early post-war years, that a rate as low as 3 
per cent., while highly desirable, would be difficult to achieve 
in practice. Despite this record, which compares in this respect 
so favourably with that of ne arly all other countries, there is 
obvious dissatisfaction with the government’s employme nt 
policies; and indeed the new Unemployment Bill could be 
regarded as a tacit admission that the government itself is not 
wholly satisfied with them. 

Certainly, those areas where unemployment is above 
average (see chart overleaf) are not likely to derive consolation 
from the fact that the percentage is still very low compared 
with the 1930’s or with other countries or with the previously 
accepted target of 3 per cent. They are much more likely to be 
impressed by the growth in the absolute numbers of unemployed 
and the continuance of emigration from these areas in response 
to the expectation that their economic future is not bright. In 
both Scotland and Wales, for example, whilst net migration has 
continued at a high rate, the monthly average number of 
unemployed doubled from 1956 to 1959. A hundred years of 
emigration from these areas has not bred resignation but a 
strong resentment of depopulation. Built in to the full employ- 
ment objective is the right to a job for a Welshman in Wales, a 
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Scotsman in Scotland, or even the right to a job for a Clydesider 
on Clydeside. 

Unemployment in the Development Areas has been con- 
sistently above the national average, although efforts were 
concentrated entirely on them up till 1958.1 Clearly, if we 
accept the post-war conception of full employment norms, 
government attempts at dealing with these black spots have not 
succeeded, despite good intentions. Moreover, these areas, too, 
have seen considerable net migration to other areas, so that the 
problem would have been worse but for those who were willing 
to try their luck elsewhere. 

Mr. Maudling has described the new Bill as a “new 
framework for dealing with the problem oflocal unemployment’. 
This may be accepted as a fair description of the Bill but 
whether it will perform the task for which it is intended is 
another matter. Since the new policies are only just about to be 
inaugurated, no judgement of actual performance is possible. 
We hope to show that, while the Bill contains provisions which 
suggest a more flexible approach to the whole problem of 








Unemployment Rotes : Great Britain a) 
4 


Regions above the notional average 


ANNUAL AVERAGE RECENT TRENDS 
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1 See Joseph Sykes, “Employment and Unemployment in Regions and in the Develop- 
ment Areas”, Scottish Journal of Political Economy, November, 1959, Table XVI. 
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regional unemployment, the economic analysis of a region 
suggests that the problem is a good deal more complicated than 
the Bill implies. 


THE DEVELOPMENT OF POST-WAR LEGISLATION 


The history of post-war attempts to deal with regional 
economic development begins with the Distribution of Industry 
Act, 1945, which embodied two main ideas. The first was the 
desire for a “proper” or “‘balanced”’ distribution of industry of 
the sort favoured by the pundits of town and country planning. 
The second was concerned with the association of certain areas 
with prolonged periods of depression during the inter-war 
period. These areas were designated “‘Development Areas”, and 
the Board of Trade was given powers to assist industry in 
starting up in these areas, provided the “proper” distribution 
pattern was maintained. The primary method of assistance was 
the building of factories which would be occupied at low 
rentals. 

A new Act was passed in 1958—the Distribution of Industry, 
(Industrial Finance) Act—for reasons which are clear from 
our earlier remarks. Even quite small regional deviations from 
the norm might now be regarded as black spots, though in- 
volving minute numbers compared with pre-war structural 
unemployment. But further, these relatively small pockets of 
unemployment had not always been in the Development Areas, 
so the Board of Trade had no powers to deal with them. The 
new Act remedied this. It also gave greater emphasis to loans 
and less emphasis to the “‘proper’‘ distribution of industry 
which could act as an obstacle to curing local unemployment. 

Under the 1959 Bill, the Board of Trade determines whether 
an area qualifies for assistance. The criterion is the existence, or 
imminence, of unemployment, with the proviso that it must be 
thought likely to persist. It is to be noted that, in order to 
qualify for assistance, a region need not be already designated 
as a Development Area. Indeed, the Board of Trade is em- 
powered to aid “‘over-spill’”” areas where unemployment might 
arise, and this provision is particularly important for Scotland, 
already a region of generally over-average unemployment and 
faced with the Glasgow over-spill problem. 

Once an area qualifies for assistance, this may take one or 
more of several forms. The Board of Trade can make a com- 
pulsory purchase of land and erect buildings for the benefit of 
trades establishing themselves in the region. No clear directive 
as to the level of rents to be charged (commercial rates or not) 
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appears to be given in the Bill. Alternatively, the Board can 
make a grant to firms to erect buildings for themselves. Further- 
more, grants and loans can be made for purposes other than 
building; the precise terms under which this clause of the Bill 
is to be operated by an Advisory Committee are reserved to the 
Board. There is yet a broader provision: projects assisted need 
not be “productive’’, in the narrow sense of the word. “‘Amenity”’ 
projects, or improvements to basic services, may be undertaken 
in an area of high unemployment, either by the Board of Trade 
or by local authorities, with financial assistance from the Board. 

Wherever the Board is involved directly in land tran- 
sactions or building or provision of basic services, it is to act 
through management corporations, one each for England, 
Scotland and Wales. 

The Board of Trade has yet another power of influencing 
the location of industry, a non-financial one: namely, the issue 
of industrial development certificates under the Town and 
Country Planning Acts. Under the new Bill, the Board will now 
make explicit reference to the level of employment in an area, 
in deciding whether or not to grant a certificate in particular 
cases, 

A provision of particular interest is that enabling the 
Ministry of Labour to assist the transfer of key workers to help 
to establish new firms in the areas of unemployment—but no 
provision is made for assisting removal out of the afflicted areas. 
There is a transfer and resettlement scheme already operated 
by the Minister of Labour, but this has been used pas on a 
small scale. 

Expenditure under the previous Acts has been of the order 
of £4 to £6 millions in the last few years. No indication is given 
in the new Bill whether or not the pursuance of full local 
employment is likely to cost the Exchequer more than this in 
coming years. 


OBSTACLES TO LABOUR MOBILITY 


Before attempting to appraise the government’s measures, 
it is important to consider why regional unemployment should 
persist alongside a situation where jobs, in total, have hardly 
been scarce. 

According to the text-books, given competitive conditions 
and national full employment, the fall in the demand for the 
products of a particular area will bring about a reduction in the 
demand for labour in that area. This should correct itself by a 
movement of labour into jobs in other areas or to the removal 
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of unemployment without involving geographical movement 
by a fall in local wage-rates. It is easy to see that the basic 
premise of a competitive market does not square with con- 
ditions in Britain today. The rigidity of wage-rates imposed by 
national wage agreements obviously prevents the market 
working in the way described, although, as we shall see, it is 
not the only factor of importance. Thus, if wage adjustments 
are prevented by collective bargaining conventions, mobility of 
labour must be all the greater if regional unemployment is to 
be cured without government intervention. 

Short of altering the collective bargaining structure, the 
obvious method of dealing with such a situation would be to 
compensate workers prepared to move from areas of relatively 
high unemployment to those of relatively low unemployment. 
As we have mentioned already, it is surprising that the Bill 
contains no measure of this kind. We ourselves would regard 
liberal compensation to workers prepared to move as a major 
policy measure were it not that its success is likely to be limited, 
not least because of the barriers to movement which society 
has raised in the form of social services that reduce mobility. 

There are the traditional problems associated with move- 
ment, such as the severing of important social ties and the 
problems encountered in moving to a new environment, and 
these need no further emphasis. Although it is difficult to gauge 
the political importance of the view that depopulation of 
certain regions with a long cultural heritage, and in some cases 
strong nationalist feeling, is bad, there is no denying the fact 
that it is a view strongly felt. Those who hold it with fervour 
are not likely to be influenced by the argument that the costs to 
the rest of the community of preventing depopulation may be 
very considerable, more so because there is no precise way of 
measuring these costs. 

While it may be difficult to gauge the importance of these 
cultural factors, it is easy to see that the finance of large-scale 
migration within the country would have a pronounced effect 
on government finance in other directions if it were to work 
successfully. Those who are encouraged to leave areas of high 
unemployment, and who already enjoy subsidized housing, 
good local health and education services, will expect similar 
facilities in the places to which they move. The net cost to the 
social services of such movement will depend on a complicated 
series of factors, such as the incidence of rent subsidization 
among migrant workers, and the flexibility of transfer of health 
and education services. It seems to us that subsidized housing 
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probably presents the greatest financial problem in this respect. 
So long as there is an important overhead element in the pro- 
vision of social services, local authorities, too, will have a strong 
vested interest in preventing movement, because the decline in 
rate income may be greater than the decline in social expen- 
diture falling on the rates. 


AN ECONOMIC ANALYSIS 
OF REGIONAL EMPLOYMENT CREATION 

Once we accept that regional unemployment is to be 
reduced by providing jobs without geographical movement, 
which measures are likely to be the most effective? We would 
judge the most effective measure to be that which, for any 
given outlay by the Treasury, created the most employment. 

It is perhaps useful in dealing with this question to consider 
what kind of economic information we require in order to 
answer it. We would have to begin by a suitable classification 
of the sales and purchases of industry in the areas we wish to 
study. Firms in a particular region will sell to other firms and 
to consumers and perhaps to government bodies within the 
regior , .s well as to firms, consumers and government bodies in 
other regions and to customers abroad. Firms’ corresponding 
purchases will be reflected in direct demand for labour services 
as well as in an indirect demand for them through purchases of 
raw materials from firms within the same region. However, 
purchases of raw materials from other regions and from abroad 
will represent an indirect demand for labour services outside 
the area. Finally, it would be useful to know the pattern of 
consumption of those who are employed in a particular region. 
For example, how will a rise in the wage bill in a particular 
region be reflected in an increased demand for goods produced 
within the same region or in products from other regions or 
from imports from abroad?. The simple “‘matrix”’ opposite will 
demonstrate what we have in mind.! 

Our simple framework serves to emphasize one important 
point: namely, that of the attention which must be paid to 
the phenomenon of economic interdependence in deciding 
the most effective measures for curing local unemployment. 
Consider the circumstances represented in our matrix. We 
have in Region I three groups of industries, A, B and C, of 
equal size, as measured by the value of gross output. Let us 
assume that we have a choice of expanding gross output in any 





1 The reader familiar with the annual Blue Books on National Income and Expenditure 
will observe that this is simply an adaptation of the inter-industry table demonstrating sales 
and purchases for the economy as a whole. 
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one of these groups by 20 per cent. Further, assuming that the 
value of each type of purchase would expand in — to 
the rise in sales, then obviously it would appear to be best to 
expand in Group A, because this is the group with the largest 
labour content (as measured by wage and salary payments) 
and also one which purchases the greatest amount from the 
other groups in the region.' 

There are two qualifications to this analysis which have an 
important bearing on policy matters. It is quite possible that if 
the expansion in gross output in fact takes place in some other 
part of the country, the employment-creating effect within 
Region I could be greater than in the case we have just examined. 


1,  - A ; s 6. 
To 


domestic 
To industries To . To buyers | Total 
in Region I industry govern of con- | value 

in other ptincain sump- | of gross 

regions tion & | output 
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B 4 goods 
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industries in 40 
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From industry 
in other 
regions 


From 
foreigners 


From factors of 
production (wages, 
salaries, etc. 
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Business saving 
(including 
depreciation). 





Total value 
of gross 
input 























1 In the case of A, a rise in gross output of 20 produces a rise in wage and salary pay- 
ments of 12 plus a rise in demand from B and C together of 6 (thus producing an indirect 
demand for labour in the other groups). In the case of B, the corresponding figures are 5 and 
1 and in the case of C, 5 and 4. Of course, the rise in the demand for B’s and C’s products 
by A will have further “‘multiplier” effects. For a fuller discussion of these effects, see the 
authors’ article, “Regional Input-Output Analysis and Government Spending”, Scottish 
Journal of Political Economy, November, 1959. 
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This would depend, of course, on the relative importance of 
“other regions” as purchasers of the goods from Region I. 

The second qualification concerns the “‘indirect” effects of 
an expansion of the kind described. Expansion of employment 
and incomes in Region I will cause an increase in demand for 
consumer goods, and the extent to which Region I will benefit 
from this “multiplier” effect will depend on the pattern of con- 
sumption, For example, thinking of Region I as Scotland, an 
expansion of employment and incomes might well cause a more 
than proportionate demand for goods from England, because of 
the concentration of the production of consumer durables in the 
Midlands and S.E. England. Furniture, television sets and cars 
are obvious examples. It is quite possible that while an attempt 
to boost employment in Scotland may succeed, it may also 
boost employment in England to a greater extent. Indeed, we 
would go so far as to say that, so long as consumer durables (on 
which a high proportion of increased income goes) are pre- 
dominantly manufactured in the Midlands and the South-East, 
efforts to cure Northern unemployment inexorably lead to 
increased inflationary pressure in Birmingham and London. 

Our analysis shows, therefore, that regions seeking to 
attract new industries should not think only in terms of those 
with a higher labour content. ‘They should think also of those 
likely to benefit from a rise in total incomes, not just in those 
regions themselves, but in the economy at large. Looking into 
the future and projecting present consumption patterns, there 
is sound sense in the attempt of Scots pressure groups to lure the 
motor industry north, 

There is an obvious further complication affecting our 
argument. Those industries which would be the most effective 
in boosting employment are not necessarily those which would 
be most willing to move to areas where the boosting process is 
most required. ‘To locate a firm in a region other than the one 
it would have otherwise chosen implies that unit costs of pro- 
duction (for a given volume of output) will be higher. These 
higher costs will be on account of increased transport charges 
on final goods and/or raw materials, and of less favourable 
natural conditions. One might expect that they would be partly 
offset by lower labour costs, remembering the over-supply of 
labour in the area. But recalling the rigidity of the labour 
market, the wide geographical coverage of some union agree- 
ments, this is by no means certain. 

Once again, it may be very difficult to determine what the 
cost (in the narrow financial sense of cost to the Exchequer) 
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would be, for it is unlikely that we would know what average 
cost conditions would be in the freely-chosen location. We can 
only be guided, and it is a very imprecise guide, by the size of 
grant or other financial concession which would induce a firm 
to settle in the desired area. Some trades would be at so great a 
locational disadvantage if they could expand only in areas 
selected for them that Exchequer assistance would have to be 
considerable. It is clear that this would be the case where 
markets and/or raw materials supplies are not near at hand 
and where transport costs per unit of product or of raw materials 
are an important element in costs. 

It follows from our argument that the industries that 
should be encouraged to move to the selected areas are those 
which not only have a relatively high employment-creating 
capacity but are also least affected by locational disadvan- 
tages of the kind described. This seems to point, once again, to 
certain kinds of consumer durables (e.g. Seaaaa appliances), 


as in such instances transport costs on the materials or products 
sides of the business may be relatively unimportant compared 
with those of other trades. 

If our argument is accepted, then a change of emphasis is 
suggested in official policy. At the moment, the emphasis in 
policy seems to be on areas, in the sense that, by and large, 


any firm willing to set up in a scheduled area can obtain 
assistance. We suggest that the emphasis should be on trades. 
There should be a schedule of trades which would qualify for 
assistance, and their selection for subsidy would be deter- 
mined by the criteria we have discussed. Of course, our criteria 
would still emphasize, in many instances, the need for move- 
ment of industry to areas of relatively high unemployment; but 
it is possible that some trades willing to move to such an area 
would not qualify for assistance; conversely, even a trade out- 
side the area in question might qualify for assistance if its nag 
ment-creating potential within the area were relatively high. 


FORMS OF GOVERNMENT ASSISTANCE 


Once it has been decided which trades should be encour- 
aged, the question of the form of government assistance has to 
be considered. It is noteworthy that, in days when the emphasis 
in over-all employment policy has been shifted to ianidiee 
expansion by working on the demand side, government policy 
designed to cure localized unemployment has been concen- 
trated on the supply side. The chief method used in the period 
up to 1958 was the building of factories which were let at 
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subsidized rents in development areas. Since 1958, the emphasis 
has shifted towards other forms of subsidization, notably loans 
at advantageous rates or once-for-all grants to firms willing to 
settle in a particular area. Presumably, it was felt that in an 
expanding economy all that was necessary was for the govern- 
ment to influence the location of industry, which would, in any 

case, increase output to meet an expanding demand for its 
products. 

Even accepting the one-sided approach of government 
policy, it is perhaps surprising that it has been confined to these 
measures alone. For example, whatever objections may be 
offered to discriminatory taxation, the fact remains that tax 
discrimination by area in order to influence industrial location 
seems on all fours with discrimination in the monetary field. 
However, past experience in relieving industries of rate burdens 
suggests that the restoration of “temporary” tax cuts would be 
difficult. 

It is clear that support offered on the cost side of the 
account assumes that industries require compensation only to 
move to areas where they would not otherwise operate and are 
not troubled by the outlook for their products. It does not deal 
with two important cases where this condition does not obtain. 
It may be that there is a temporary fall in the demand for a 
product of an existing industry in an area, resulting in temporary 
unemployment. An example might be found among export 
industries subject to fluctuations in demand abroad. The second 
case relates to a permanent alteration in the structure of demand 
which does not necessarily involve an over-all fall in potential 
demand.' An example may be found in a reduction in the 
demand for military aircraft which may be balanced, after a 
period of adjustment, by a change-over to the production of 
civilian aircraft for home and foreign markets. Here again, 
unemployment would result and the adjustment to a new 
pattern of demand might involve a determined effort to find 
new markets. There is sufficient evidence, in our view, that these 
causes of unemployment may be important enough in particular 
regions to warrant consideration for government help.? 

In both cases the position of the government as the largest 
single buyer in the country is worth considering. Something 





1 We rule out of discussion the case of a permanent fall in demand—for example, for 
cotton-goods—assuming that declining industries are not being encouraged to survive. 


2 Clause 4 of the Bill, which offers the prospect of grants and loans to “persons carrying 
on... . undertakings in localities of high unemployment’, might be construed as covering 
this case. However, our argument, by implication, suggests that measures operating on the 
cost side of the account will not relieve these forms of unemployment. 
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like one quarter of the annual output of goods and services is 
bought by different government bodies. In some industries 
(notably pharmaceuticals, electronics and aircraft) this demand 
must exercise an important influence in the market. It would be 
an interesting study in itself to trace the influence on regional 
employment of changes in the regional composition of govern- 
ment purchases. It may well be the case that in some areas a 
decline in government demand may have offset the effects of 
the measures taken to create jobs by attracting new industries. 

So far as cyclical fluctuations in demand are concerned, it 
might very well be possible for the government to exercise its 
own influence as a buyer to offset these fluctuations. ‘This was 
a method actually used to support the cotton industry during 
the slump following the Korean war. However, apart from the 
difficulties of timing purchases, some points of principle arise. 
If the government is merely bringing forward in time the pur- 
chase of goods which it is proposed to use at a later date, there 
might be little objection to this procedure; but if it is simply 
buying goods to throw or give away, that is another matter. It 
would be tantamount to accepting the principle that the govern- 
ment should guarantee markets for every industry. If we uphold 
this objection, then we must conclude that it is not the function 
of the government to deal with structural changes in demand 


by this method. It would be more appropriate in this second 
case to extend the help it already gives to exporters, so that 
those industries facing structural demand changes could look 
for markets abroad. 


CONCLUSIONS 

We can sum up our analysis by stressing three points con- 
cerning government policy for dealing with localized unem- 
ployment. 

First, there is little evidence from the Bill itself or from 
recent discussion of its measures that there is a clear under- 
standing of the economic influences governing local unemploy- 
ment. As our analysis shows, we regard a region as being rather 
like a country which is engaged in “‘international”’ trade with the 
rest of the country (i.e. “‘exports to” and “imports from”’ from 
other regions as well as from other countries) but has no control 
over its exchange rate or over its currency and no power to 
raise tariff barriers. Different types of industry, not only within 
the region in question, will have very different employment- 
creating effects for a given outlay by the Treasury. 

This neglect of the economics of a region is reflected in the 
almost complete lack of suitable economic statistics. We feel 
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it should be possible, even with small outlay, to obtain infor- 
mation on some important matters: the labour content of 
industries which have started up or are considering starting up 
in areas of relatively high unemployment, regional expenditure 
patterns which could be related to regional distribution of 
consumer purchases, and the importance of government pur- 
chasing in different areas. 

Secondly, the restricted series of measures in the Bill seem 
more suitable for dealing with conditions in which the expan- 
sion of the industries whose location it is hoped to influence is 
virtually assured, so that the problem is one of compensating 
the industry in question for moving to an area in which, in its 
estimation, it may have a cost disadvantage. As we move into 
an era of convertibility and crumbling tariff barriers, it may be 
necessary also to consider measures which can counteract rapid 
changes in demand conditions adverse to steady and high 
employment levels. It may be that it would be difficult to relate 
these measures to purely regional needs, but the matter needs 
considering. 

Finally, there is the fundamental question of the social costs 
of a policy which seems to take it as an axiom that full employ- 
ment guarantees the right of every able-bodied person of 
working age to a job in a particular locality, so far as possible 
without involving a loss of income on transfer of jobs. ‘The 
valuation of social costs and benefits is an entirely personal 
matter, but we wonder whether the implications of this policy 
are always fully understood. There are certainly some respon- 
sible politicians who realize that to interpret full employment 
as meaning this would involve a loss of flexibility in the economy 
and, in consequence, a lower rate of economic growth, and who 
would yet be prepared to assert that the benefits conferred are 
greater than the costs. 

For our own part, we should like to see more help given to 
those who are prepared to help themselves by risking movement 
to a new job in a new environment, with all the personal dis- 
advantages which this must involve. In days when the net 
advantages of movement are often small on account of sacrifices 
to be made in the form of unemployment benefits and redun- 
dancy pay, and rent-restricted housing, it is encouraging that 
so many still pack their bags and chance their luck elsewhere. 


Alan T. Peacock. 


Edinburgh. Douglas G. M. Dosser. 


December, 1959. 














Industrial Relations in an 
Affluent Society 


By B. C. Roberts 


F we are not already an affluent society we certainly ought to 
it one by 1984. There is good reason to believe that our 

power to produce will rise at a pace that is rapid enough 
to bring about a vast increase in our standard of living during 
the next twenty-five years. Whether we double our consumption 
of goods and services, or, indeed, greatly improve on that 
objective, will depend not only on technical innovation and 
capital investment, but upon the kind of industrial relations 
that develop under conditions of rising prosperity. 

Strikes are the most obvious factor that might have 
extremely adverse effects on the rate of economic growth. The 
limitations that trade unions impose on management in order 
to protect the interest of their members may be an even more 
serious check to the rate of industrial expansion. But perhaps 
the most significant factor of all will be the quality and quantity 
of management that industry is prepared to use to achieve the 
kind of industrial relations that will foster the maximum 
economic growth. Our standard of living cannot, however, be 
measured solely in terms of higher output and greater con- 
sumption. An increase in the amount of leisure must also be 
accounted a gain. During the next decade, shorter hours and 
longer holidays are likely to become major objectives and their 
attainment will be a central issue affecting industrial relations. 
If we choose to take a great deal of our increased capacity to 
produce in the shape of less work, then the rate of growth in 
output will be slowed down. 


AMERICAN EXPERIENCE 

Since the United States has already attained material 
standards for its industrial population that we are not likely to 
reach until towards the end of this decade, experience in that 
country provides a valuable comparative frame of reference 
through which to examine our present and future problems of 
industrial relations. It has often been assumed, for example, 
that as wages rise and hours of work are reduced industrial 
relations will improve. Unfortunately, there is no evidence that 
strikes are likely to disappear of their own accord as incomes 
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rise. With the highest standard of living in the world, the 
United States has one of the worst records of work stoppages. 

Some strikes are the inevitable price of a free system of 
collective bargaining. This is a price that most liberal-minded 
men have thought to be worth paying. But, as society is run 
with less of its resources standing idle, as industry becomes more 
capital-intensive and its organization integrated in a more 
complex fashion, strikes become more costly. Thus we have the 
paradox that the richer we become the less can we afford to 
allow industrial disputes to be settled only after large-scale 
stoppages of work. In other words, strikes are a luxury that 
only under-developed countries are in a position to enjoy. 

The recent strike in the steel industry has called into 
question the whole system of industrial relations in the United 
States. It has raised two basic problems: first, whether an 
economy, even as wealthy as that of the United States, can any 
longer afford to settle by strike whether wages should rise by 
fifteen or ten cents per hour; secondly, what are the limitations 
on management that trade unions ought legitimately to be 
allowed to impose. Since both of these issues are of profound 
importance to the future development of British industrial 
relations, it is proposed to examine them further before con- 
sidering other implications of present trends. 

Though views differ as to the precise contribution that the 
increase in steel prices has made to the general rise in American 
prices since 1947, it was thought in all but union circles that a 
wage settlement in 1959 amounting to an increase of more than 
24 per cent. in wage payments would be inflationary. There 
was, therefore, strong support for the stand taken by the steel 
employers, last summer, to resist the demands of the union for 
an increase in wages comparable to their past gains. Since the 
war, wages in the steel industry have risen by a greater amount 
than wages in almost every other sector of the economy. In May, 
1959, the average wage of steel-workers was $3-10 an hour, 
compared with $2-68 in automobile manufacture and $2-23 
in manufacturing as a whole. 

To the considerable increases in money wages, moreover, 
there must be added the substantial rise in expenditures paid 
by the steel companies for “fringe benefits.”! In 1940, the cost 





The “fringes” which steel-workers enjoy in addition to straight-time wages include 
premium pay for overtime, shift premiums, holiday pay, jury duty pay, severance pay, 
supplementary unemployment benefits, employer contributions to insurance, pensions, 
social security and other legally-required payments. This range of fringe benefits is no greater 
than is nowadays found in most of the mayor manufacturing and processing industries in the 
United States, but the value of the benefits i is higher in steel. 
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of such benefits in the basic steel industry amounted to 7 cents 
an hour, representing 8 per cent. of straight-time hourly 
earnings for basic steel employees. By 1957, the value of fringe 
benefits had climbed to 63 cents, or 25 per cent. of straight- 
time hourly earnings. 

Since 1952 the price of steel has risen practically twice as 
much as the price of machinery and motive products. It has 
been calculated by Dr. Otto Eckstein for the Joint Economic 
Committee of Congress that the rise in steel prices has accounted 
for 40 per cent. of the rise in the wholesale price index in the 
period 1947 to 1958. This calculation is not regarded as un- 
challengeable, and the steel-workers’ union as well as the 
employers are disinclined to accept it; but there can be no 
denying that the steel industry has been in the vanguard every 
time that prices have moved upwards in the post-war period. 

The decision of the steel companies in 1959 to refuse to 
agree to any wage increase that was likely to be even in the 
slightest inflationary had the full support of industry, the 
government and a wide section of public opinion, and it seemed 
unlikely that they would face strong union opposition. When, 
however, the steel companies decided to insist upon major 
changes in long-established working rules and practices, they 
aroused the deepest fears of the whole labour movement. The 
unions were convinced that the employers were out to destroy 
their power to protect their members from the arbitrary exer- 
cise of managerial authority. What had started as a relatively 
simple dispute, in which the issue was whether the steel-workers 
were entitled to a wage increase of 15 or 10 cents per hour, had 
become a bitter struggle over managerial prerogatives. 

The objective sought, management insisted, was merely 
the elimination of feather-bedding by the removal from the 
collective agreements of the clauses which enable union branches 
to prevent the companies from making any change in work 
methods without fighting a long-drawn-out process of obstruc- 
tion. It is alleged by the companies that foremen or superin- 
tendents who wished to step up efficiency by some change in 
the method of working always ran into opposition from shop 
stewards who would file a grievance. By the time the proposal 
for a change had gone through the gamut of procedure to the 
final stage of arbitration, a year or even more could have gone 
by. Thus the steel strike has dramatized the fundamental issues 
of industrial relations in the United States. It may well prove 
to mark a turning point in industrial relations. 


* * * 





32 


There is a rising feeling in the United States that steps 
should be taken to protect the public from the effects of a long- 
drawn-out battle between management and labour. Under 
present legislation the President has the power to declare that 
a strike, if continued, would “imperil national health and 
safety”. He is then called upon to follow this declaration with 
the appointment of a fact-finding board, and if his opinion is 
confirmed he may ask the Courts for an injunction to restrain 
the strikers from continuing their stoppage. After the strikers 
return to work, the federal mediation and conciliation service 
and the fact-finding board get to work in an attempt to secure 
a settlement of the dispute in the next sixty days. If this is not 
achieved, then the employees involved are given the oppor- 
tunity of balloting on whether they are prepared to accept the 
last offer of the employers. If they reject this offer they are free 
to go on strike again and the President must report the outcome 
to Congress, which must then decide whether the situation 
warrants legislative action. 

The Taft-Hartley Act procedure has been invoked sixteen 
times since 1947 and only on two occasions has the enforced 
return to work produced a fairly quick settlement. There is a 
growing feeling that these measures are not adequate, a view 
expressed recently by Dr. George W. Taylor, chairman of the 
steel dispute fact-finding board and perhaps the most dis- 
tinguished arbitrator in the United States. Unlike a British 
court of inquiry, a fact-finding board is not empowered to 
suggest a solution; its function in Dr. Taylor’s view is too 
limited. Asked whether he would favour compulsory arbitration 
in the last resort, Dr. ‘Taylor replied in the negative. Compulsory 
arbitration runs against the tradition of free collective bargain- 
ing in the United States, but three times in past crises, inspired 
by war, resort has been had to statutory regulation of wages. 
Mr. George Meany, President of the AFL-CIO, has threatened 
to fight by every possible means attempts to introduce com- 
pulsory arbitration, but this prospect may not ultimately deter 
Congress from giving the President of the United States the 
power to invoke a compulsory settlement where disputes 
threaten by their continuance to imperil national health and 
safety. 

Congress will be under strong pressure to revise the Taft- 
Hartley Act when it reconvenes in January, since it will 
probably be faced with unresolved disputes, not only in steel 
but also in the ports from the Gulf of Mexico to Maine and on 
the railways. It is doubtful whether in an election year it will be 
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prepared to pass legislation that is so charged with political 
dynamite as provision for compulsory arbitration. The demands 
for action will probably be met by changes that will strengthen 
the President’s hand but are less drastic than outright com- 
pulsion. In the long run, nevertheless, more drastic powers 
will have to be given to the President if management and labour 
cannot find a way of composing their differences without 
incurring the costs now involved in protracted industry-wide 
stoppages. Fear of the possible consequences of the steel strike 
led the President of the AFL-CIO to ask President Eisenhower 
to convene a high-level conference of industrialists and union 
leaders to consider the problems of industrial relations. ‘The 
President at once instructed the Secretary of Labor to organize 
such a gathering and it is possible that out of it will come 
constructive proposals that will forestall more drastic actions 
by Congress. 
ARBITRATION, NOT STRIKES 

So far, British trade unions have not in modern times 
resorted to the kind of massive stoppages that are fairly common- 
place in America. Most British strikes in the post-war period 
have been small and a very large proportion of them have been 
unofficial. Some years ago it was possible to say that British 
trade unions had given up the use of the strike as a major 
weapon of collective bargaining. There have been signs, 
however, that unions are growing more militant and the future 
might see the development of a situation similar to that des- 
scribed in America. If the unions in engineering, transport and 
the docks, as well as in the printing industry, were habitually 
to resort to massive strikes to achieve the increases in wages and 
the improvements in conditions of employment that they feel 
desirable, we should be faced by a problem similar to that of 
the Americans. Could our answer to it be any different? 

We ought to face the fact now that we cannot afford, and 
public opinion will not stand, the excesses of large-scale stop- 
pages of work in major industries. If we are not to drift into the 
type of situation that plagues America, then unions and 
employers must be prepared voluntarily to surrender their right 
to strike in exchange for a voluntary system of arbitration. ‘lhe 
miners have already voluntarily forsworn strikes in favour of 
a national reference tribunal made up of persons acceptable to 
both sides of industry ; civil servants accept a similar self-denying 
ordinance. There is no reason why other sections of industry 
should not bind themselves to accept the awards of their own 
board of arbitrators rather than to go on strike. 
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So long as employers and unions are able to arrive at 
settlements of disputes over wages and working conditions 
without massive strikes there is no reason to interfere with them; 
but if they do allow the stability and growth of the economy to 
be dangerously threatened, they cannot reasonably complain 
if they are compelled to submit their claims to compulsory 
arbitration. The need to take such a step would be proof that 
unions and employers alike were bankrupt of industrial states- 
manship and deserved their fate. Free collective bargaining, 
like other aspects of democracy, requires the participants to act 
responsibly. If they do not, as in the case of the American steel 
industry, then it is impossible for this method of settling wage 
claims to work satisfactorily. It would be the greatest irony if 
the democratic countries were compelled to abandon free 
collective bargaining at a time when their affluence was never 
greater. The Russians, who have never believed in free collective 
bargaining, would be given a gratuitous victory for their 
reiterated belief that Western democratic procedures are 


doomed to give way to communist ideas of State-directed 
industrial relations. 


A LEGAL COLLECTIVE AGREEMENT ? 


Although America has larger and more protracted major 
disputes than we have, it has many fewer unofficial strikes. 
Bargaining may be tougher in the United States, but once an 
agreement has been signed an American employer can look 
forward to freedom from strikes for its duration. This basic 
difference in industrial relations in the two countries arises from 
a fundamental difference in character of collective agreements. 
The collective agreement in the United States, unlike its 
British counterpart, is generally a comprehensive document 
which seeks to cover every aspect of employee-management 
relations. Each party is, therefore, clear about his rights and 
duties, and any dispute can be arbitrated. The agreement in 
the United States is a legal contract and its enforcement is 
looked upon as a matter of law, whereas in Britain a collective 
agreement is an arrangement made between “gentlemen” that 
need not set out their intentions beyond a few main points that 
have been at issue. 

The American type of collective agreement has the great 
advantage that it practically eliminates wild-cat strikes. By 
contrast, British agreements do not discourage workers from 
striking when they reach a deadlock on a local issue. We there- 
fore find that many strikes that occur in Britain are unofficial 








35 


or started as unofficial stoppages and were taken over at a later 
stage by the union. The penalty for taking part in an un- 
authorized strike usually amounts to no more than a sacrifice of 
the pay to which a worker would have been otherwise entitled 
during the time that he was out. In the United States the union 
would be held liable and would be faced with damage suits for 
breach of contract. Most unions have learnt from experience 
that it is unwise to permit wild-cat strikes to occur; instead, they 
insist that grievances not settled by discussion and negotiation 
are remitted to arbitrators jointly agreed upon, and often 
named, in the contract. An arbitrator’s award is binding upon 
the parties and is normally always accepted as such. 

The introduction into British industrial relations of more 
comprehensive written agreements, setting forth clearly the 
rights and duties of the parties with provision for arbitration 
as a last resort, is an urgent need. There are, of course, some 
disadvantages in this type of agreement and in grievance 
arbitration. One possible drawback is that it might, as in the 
United States, encourage a legalistic approach to industrial 
relations. Both unions and management in America tend to 
regard industrial problems in terms of their legal rights, rather 
than as the development and maintenance of good working 
relationships. The bitter antagonism between management and 
unions which has developed in some places in the United States 
is not, however, a product of the system of industrial relations 
so much as an endemic social factor that determines the pattern 
of behaviour of the two sides. 

The setting-up of a better designed procedure to resolve 
disputes is clearly not enough, by itself, to prevent the absurd 
numbers of unofficial strikes from which British industry suffers. 
In the mines there is a most comprehensive system of con- 
ciliation and consultation and the unions are accredited with 
the most important functions, yet we have been having almost 
1,500 unofficial strikes a year in this industry for the past decade. 
Why has this been allowed to go on? The answer is relatively 
simple. This annual toll of stoppages has been permitted because 
tough measures against those responsible would probably have 
resulted in a major explosion that would have halted coal 
production altogether. It might, even so, have been worth this 
price to produce a situation in which the weaknesses in union 
organization and the failures of management would have been 
more ruthlessly exposed and a remedy found. 

It is sometimes suggested that to prevent unofficial strikes 
would only have the effect of causing workpeople to find an 
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outlet for their need to protest in other, perhaps even more 
harmful, directions. It is, of course, always possible that someone 
who is prevented from doing something wrong will find another 
means of inflicting a hurt upon the object of his dislike. But this 
is not a good reason why unofficial strikes should not be drasti- 
cally reduced. After all, Britain is the only leading industrial 
country in which this problem is of major importance. Unofficial 
strikes do not occur—except as extremely rare phenomena—in 
Holland, Sweden, Germany, Belgium, America and Canada. 
Here, they have become almost the norm of industrial protest 
for a number of reasons that ought not to be allowed to continue 
unchanged. 

Attention has frequently been called to the weakness in 
the links between shop stewards and the main structure of most 
of the unions. ‘The Trades Union Congress is now looking into 
the extent to which shop stewards have been responsible for 
organizing unofficial stoppages, and if its report is to go to the 
heart of the matter it will have to face up to the questions of 
union structure, communications and leadership. Many of the 
reforms that are urgently required are well known to the unions: 
the amalgamation of ocalasien unions, more and better 
trained staffs, more effective contact with the workshop. The 


problem is not to diagnose the cause of the weaknesses of present- 
day trade unionism but to do something positively and swiftly 
about them. 


PRODUCTIVITY AND THE UNIONS 


One often hears the claim in Britain that the attitudes and 
behaviour of organized labour have been one of the major 
reasons why productivity has risen faster in the United States 
than here. There is a widespread belief that American unions are 
less obstructive to innovation, less resistant to new machines and 
new methods. There may be some truth in this notion, but 
employers in the United States consider that the restrictions 
imposed by unions upon their freedom to manage have in fact 
now reached a stage where they are proving to be a major 
handicap to efficiency. 

There can be no doubt that the unions in the United States 
have become increasingly obstructive to management’s attempts 
to take the fullest advantage of automation and new methods 
and materials. Organized labour is tremendously afraid of 
technological unemployment. As the unions see it, many of the 
100,000 steel-workers who were laid off in the recent depression 
will never get their jobs back again because of technological 
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advance. In the manufacture of motor-cars, perhaps 200,000 
jobs have disappeared for this reason in the past few years. The 
unions are determined that Detroit, Pittsburgh and South Bend 
shall not become pathetic relics of a former prosperity, like 
many of the coal towns of West Virginia. 

Feather-bedding is technically outlawed by the Taft- 
Hartley Act but this merely means that a union cannot compel 
an employer to pay a worker who never actually works at all, 
as the musicians’ union once compelled those who used recorded 
music for entertainment instead of a live orchestra. The unions 
feel that management is now trying to overturn the right they 
won years ago to protect their members’ interests when a change 
of work practice is under consideration. Management insists 
that all it wishes to achieve is the right of foremen and super- 
visors to do a job in the most efficient way. 

It is easy to understand why the railway companies wish to 
have a showdown with the unions on this issue. Passenger 
traffic, which contains some extremely bad examples of the 
wasteful use of labour, is falling sharply and is often run at a 
heavy loss. To one not used to American railways it is completely 
astonishing to discover that there is a conductor attached to 
every railway carriage who inspects one’s ticket after every 
stop the train makes. It is difficult to believe that there would be 
much loss from passengers not paying their fares if tickets were 
inspected less frequently. But the railway unions are among the 
most conservative and flatly refuse to make any change that 
would entail a reduction in the staff now employed. 

The challenge to the unions in the iron and steel industry 
has a much less obvious basis of reason, since there has been a 
very considerable increase in productivity over the past twenty- 
five years and the companies are certainly not losing money. 
There is, however, fear that the price of steel is encouraging the 
use of substitutes such as aluminium, plastics and concrete, and 
also a growing fear of imports of steel produced at a lower cost 
overseas. The steel companies are, therefore, extremely con- 
scious of the need to reduce costs. Yet one feels that the unions 
have been attacked on the issue of feather-bedding more because 
the company managements believed they were in a strong 
position to inflict a sharp reverse on them than because there 
would be great economic benefit to be derived from the power 
to take certain decisions without reference to the unions. 

Such questions as the manning of machines, the work load, 
relief arrangements, lunch periods, coffee breaks, wash times 
and other disciplinary issues are the subject of rule, whether 
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formally laid down in collective agreements—as in the United 
States—or informally practised according to convention, as is 
frequently the case in Britain. In each instance there develops 
a “‘web of rules” which cushions the worker in his relation to his 
job. In a recent study of industrial relations systems in various 
countries, Professor J. T. Dunlop has shown that the techno- 
logical features of an industry are the most important factors 
determining the “‘web of rules” which operate within industry. 
There exist, for example, similar regulations respecting work 
practices in the coal and building industries in the nine countries 
examined by Dunlop. 

In a time of rapidly changing technology, such as the 
present, these rules often become obsolete and new ones ought 
to be devised. This is not always an easy task, since vested 
interests are involved and in the process of change someone may 
well be hurt. Although British and American empioyers 
frequently talk about restrictive practices, they often show no 
more disposition to deal with them than the unions. This is 
probably because, as Professor Dunlop suggests, employers have 
themselves a vested interest in the imposition of rules that bring 
order to industrial activities and insulate them from certain 
aspects of competition. 

The feeble results of the recent inquiry undertaken by the 
National Joint Advisory Council into practices impeding the 
full and efficient use of man-power is clear evidence of the 
reluctance of either side of industry to admit that action is 
required. Since it is obvious that sweeping generalizations and 
emotive utterances are a poor basis for dealing with specific 
problems, what is the best way of tackling obstacles to the most 
efficient deployment of labour that really do exist? 

Unions will clearly fight bitterly to prevent established 
rules from being changed unilaterally by management. Change 
in the “‘web of rules” can, therefore, be satisfactorily accom- 
plished only by co-operation between unions and management; 
and the ease with which essential change will be secured will be 
largely determined by the quality of industrial relations. Where, 
as in shipbuilding, the difficulties are particularly intractable, 
the employers would surely be right to insist on the adoption of 
an impartial committee of arbitration to determine the issues 
in dispute. This was the solution adopted by the Kaiser Corpor- 
ation and the United Steelworkers in the break-away settlement 
which they arrived at during the American steel strike. Since 
the unions will not agree, so long as they are in a position to 
fight, to giving management the power to make changes in 
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customary work rules without their concurrence, this pattern 
will almost certainly have to be followed by the rest of the steel 
industry. Here is an example that British employers and unions 
might follow with profit. 


IMPROVED INDUSTRIAL RELATIONS 


This article has so far been mainly concerned with problems 
posed by the attitudes, behaviour, structure and organization 
of the unions. The faults are not, however, solely on one side. 
Indeed, the principal responsibility for bad industrial relations 
and low productivity must often rest firmly on management. 
While an investigation would no doubt reveal that some shop 
stewards had been motivated by ideologies that leave little 
room for decent behaviour, I am sure that management would 
not entirely escape blame. 

Although the United States has suffered a relatively 
greater loss of working days from strikes in the past, American 
management for the most part succeeds in obtaining a higher 
rate of productivity from men and machines. The basis of the 
superiority of American management lies in the fact that more 
attention has been paid to the supply of “high talent man- 
power” than in Britain. And far more attention is paid to 
problems of industrial relations than is often the case here. The 
vast growth of undergraduate and graduate schools of business 
administration in the U.S.—which have done a great deal to 
provide American industry with the supply of managerial 
resources—has been, and still is in some quarters, looked upon 
with suspicion in this country. We have only belatedly recog- 
nized that we must greatly extend our educational and training 
programmes at all levels so as to increase the supply of managerial 
talent and skill. 

In particular, if we wish to improve industrial relations 
much greater emphasis must be given to ensuring that managers 
have some training in this aspect of their job. There are far too 
many line managers holding key positions in British industry 
who are utterly ignorant of elementary matters such as the 
agreements to which their firms are a party, and many of them 
are strongly antagonistic to the unions. Rather than acknowledge 
that they must take into account the views of those whose job it 
is to protect the people who have to carry out orders, they very 
frequently deliberately exercise their authority in a fashion 
“that will show them who is the boss’’. 

By comparison with the United States we still pay in- 
sufficient attention to industrial relations as a vital function of 
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management. We “get by” more often than not by a process of 
muddling-through on the basis of our traditional tolerance and 
easy-going attitudes. If our unions were as strongly organized, as 
imaginative and as militant as American labour organizations, 
certain sections of British management would have a very rough 
time indeed. As incomes rise and the speed of change forces 
more rapid adjustment, the problems of industrial relations are 
going to grow more, not less, acute. 

If we assume that the level of output is going to rise by at 
least 3 per cent. per head each year during the next decade, how 
is this increase going to be distributed? The unions will demand 
higher wages, shorter hours and longer holidays. What would 
be the best way of determining and passing on the increment 
to which wage and salary earners are entitled? Would an 
increase in the annual holiday be preferable to a general 
reduction of hours or higher money wages? Would it be possible 
to enter into long-term agreements to provide certain improve- 
ments in wages and working conditions phased over the dura- 
tion of the agreement, provided certain basic conditions were 
met? In return for a guaranteed annual improvement factor, 
would unions pledge themselves to renounce strikes and agree 
to remit all unsettled grievances to arbitration? 

If management were to take this kind of initiative it would 
have to guard against making an agreement that necessitated a 
price increase. It ought, in fact, to couple improvements to its 
workers and shareholders with improvements to its consumers 
by way of price reductions. 

‘The difficulties and dangers before management in thinking 
ahead along these lines are real, but with sufficient thought and 
care it ought to be possible to set targets ahead and to hedge 
the promised benefits with appropriate safeguards. In this way 
management would avoid being placed in the position of 
appearing to be concerned only with the achievement of profit 
for the shareholders. An affluent society is going to be able to 
afford a higher standard of living. Could not the distribution 
of gains be planned in advance by a process of reasonable 
discussion rather than be fought about every year in an atmos- 
phere of bitter acrimony? If industrial relations are to be lifted 
to the higher plane that both sides of industry claim they are 
anxious to see achieved, they will have to answer convincingly 
the questions that we have discussed. 

B. C. Roberts. 
London School of Economics. 
November, 1959. 
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Population and manufacturing output in the Common Market are about twice the levels 

in the Free Trade Association area, but national income per head is somewhat higher in 

the latter. The F.T.A. does not rank very high as a market for British goods, taking less 
than 10 per cent. of our exports in 1958. 
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Since the end of the credit squeeze and the lifting of restrictions on hire purchase in 1958 
there has been a marked expansion in the output of most consumer durable goods. 
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Many more houses are now built for private owners than was the case a few years ago. 
The number completed for local authorities, on the other hand, has steadily fallen. 
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While the trend of European exports continues to rise, and has now turned upwards in 
the U.K., the U.S. has seen a sharp fall over the last two years. The recent decline in 
U.S. exports, however, is from a peak level inflated by the effects of the Suez crisis. 
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